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Year in brief

o Cash flow from operations remained strong and amounted to
SEK 11;249 M. Accordingly, the cash flow target for the year
was exceeded.

o

Earnings after financial items was the best ever, amounting to

SEK 8,090 M.

o SCA share rose 43% during the year and noted a new all-time-
high.

o SCA acquired Georgia-Pacific’s American tissue operations in
the Away From Home area.

o SCA acquired the US protective packaging company Tuscarora.

o Jan Astrém named to succeed Sverker Martin-Lof as President
and CEQ in conjunction with the Annual General Meeting in
2002. The Board has also announced that it intends to select
Sverker Matin-Lof as new Board Chairman of SCA succeeding
Bo Rydin, who was named Honorary Board Chairman.

SCA IN BRIEF

SCA produces and sells absorbent hygiene products, pack- Western Europe is SCA’s main market. A strong penetration
aging solutions and publication papers. Based on customer  has also been made in North America. The Group has
needs, value-added products are produced for consumers, acquired several companies in these regions in recent years,
institutions, industry and the retail trade. SCA strives to thus strengthening the market positions for Hygiene Prod-
increase the proportion of high-value-added products in ucts and Packaging. Concurrently, selective expansion is

order to generate stable and healthy profitability. Net sales  under way in Latin America, Central and Eastern Europe
amount to more than SEK 82 billion annually. as well as in Asia.




Net sales, SEK M/EUR M

Earnings after financial items, SEK M/EUR M

82,380 8,919 67,157 7,960
8,090 876 7296 865

Earnings per share after tax, SEK? 24.05 21.09
Cash flow from current operations, per share, SEK® 48.38 28.49
Dividend, SEK 8.75% 7.75

Strategic investments, net, SEK MVEUR M
Shareholders’ equity, SEK M/EUR M
Return on shareholders’ equity, %
Debt/equity ratio, multiple

Average number of employees

" Excluding nonrecurring items,
2 See pages 48 and 50 for currency rates.

-15,503 -1,679 3,857 469
45983 4,884 39,898 4,511

13 14
0.51 0.39
42,049 37,700

* Adjusted historically taking into account new issue for stock options of 1.8 million shares in 2001.

* Board proposal.

See page 71 for definitions.

NET SALES BY BUSINESS AREA 2001 OPERATING PROFIT BY BUSINESS AREA 2001 EARNINGS, DIVIDEND AND
(excl. intra-Group deliveries) (adjusted for central items) CASH FLOW PER SHARE

Other 2%

Forest
Products 14%

Packaging 35%

Renewable and recyclable materials account for approxi-
mately 95% of SCA’s products. Equal quantities of recy-
cled and fresh wood fibers are used in production. SCA
owns approximately 1.6 million hectares of productive
forestland and conducts sawmill operations.

Hygiene Forest
Products 49% Products 28%

1
.

v/
Packaging 30%

Hygiene
Products 42%

@ Earnings == Cash flow from current
7 Dividend operations

At the beginning of 2002, the number of employees was
approximately 40,000, in some 40 countries.

The SCA share is traded on the stock exchanges in
Stockholm and London, and can also be traded in the US
in the form of ADRs (American Depositary Receipts).
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The acquisition of Tuscarora has
vagged SCA into a global leader in
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continued

In terms of earnings, SCA’s performance in 2001 was its best ever. Growth in hygiene

products and packaging continued through acquisitions in North America.

In terms of
; earnings, the
</ vyear 2001 devel-

7 ?/ oped into the best

\\s& in SCA’s history.
Earnings after finan-
cial items rose 11% to SEK 8,090
M, bringing the average earnings
increase over the past five years
to 18%. Cash flow from current
operations in 2001 continued to be
strong, amounting to SEK 11,249
M, well in excess of the target
for the year. The year began with
a strong market that subsequently
weakened. Increasing price pressure
was offset primarily by declining
prices for raw materials and a more
value-creating product mix.

The Group’s sustainable cash flow
target at the beginning of 2002 has
been adjusted upward for the expan-
sion-related investments and acqui-
sitions carried out in 2001 and
amounted to SEK 6.2 billion. Accord-

ingly, the cash flow rarget was
increased by a full 29% compared
with the beginning of 2001,

American breakthrough
The acquisitions of Georgia-Pacific
Tissue and Tuscarora were a break-
through for SCA in the North Ameri-
can market. These acquisitions give
us the necessary critical mass and a
platform for further expansion.

With the acquisition of Georgia-
Pacific Tissue, we advanced to the
position of No. 3 in North America
in tissue for the Away-From-Home
(AFH) segment — a segment in which
the three largest producers control
88% of the market. Tuscarora, a
growth company, is world leading in
customized protective packaging and
possesses unique knowledge that we
can transfer to other parts of our
global packaging operations.

The initial acquisitions in North
America during the year were sup-

plemented with a number of smaller
company acquisitions. Marko Foam
Products, RPA and ISC are all active
in protective packaging, whereas the
Encore Paper focuses on tissue for the
AFH segment. Encore Paper comple-
ments both our product mix and geo-
graphic spread.

Other sirategic investments

In Europe, we acquired two pack-
aging companies in France ~ Anjou
Emballages and Cartonnages Industri-
els Méhunois (CIM) — and one in
Finland - the Pakkausjaloste packag-
ing company. Packaging also signed a
cooperation agreement with the Swed-
ish packaging company Nefab, which
enables us to offer customers more
complete industrial packaging solu-
tions.

In the hygiene area several expan-
sion-related investments in tissue and
incontinence products were carried
out. In tissue, it was decided to under-
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In the beginning of 2001, the American companies Georgia-Pacific Tissue and Tuscarora were
acquired. These were followed by additional North American acquisitions within protective
packaging and tissue for the AFH market, parallel with intensive integration efforts.

take an expansion of the conversion
operations at the Kostheim mill in
Germany, and to increase production
capacity for high-value recycled-fiber
pulp at Lilla Edet in Sweden. In incon-
tinence products, it was decided to
build several machines for manufac-
turing various types of incontinence
products for the European and the
North American markets.

In Forest Products, decisions were
taken to undertake investments at the
Ortviken paper mill, involving the
upgrade and rebuild of the coating
plant. At the Ostrand pulp plant,
dryer capacity will be increased to
improve the Group’s internal pulp
supply.

Work is under way in Laakirchen
with a new paper machine that will be
placed in operation in June 2002,

SCA and Graninge AB agreed on
a modification of their cooperation
in the jointly owned Scaninge Timber
AB, whereby SCA’s capital share
increased from 40.6 to 59.4%.

The parties’ voting rights remain
unchanged at 50% each.

Dividend and share performance

Cash flow from current operations
may be allocated for strategic invest-
ments and dividends. For 2001, the
Board proposed a dividend increase
of 13% to SEK 8.75 per share. Conse-
quently, over the past five years the
dividend has increased by an average
of 12%.

In 2001, the SCA share price rose
43% to SEK 287, outperforming both
the SAX index and the Morgan Stan-
ley European forest index. On 27
December, the shares reached a new
all-time-high of SEK 290. The share
price continued to rise and on 22 Feb-
ruary 2002 a closing price of SEK
327.50 was noted.

Long-term growth in Group

For some time, SCA has undergone a
transition from traditional forest com-
pany to growth company focusing on
hygiene products and packaging. This
development intensified over the past
five years. In 1991, the Hygiene Prod-
ucts and Packaging business areas
accounted for 65% of sales, while

in 2001, the corresponding figure
was 85%. At the same time, SCA’
forest industry operations have been
adapted to supply internal raw-mate-
rial requirements, and production of
publication papers has been con-
centrated on more value-added prod-
ucts. During 1991-2001, sales of

the hygiene and packaging operations
increased by 13% a vear, while the
operating surplus increased 16% a
yvear. In the same period, earnings per
share increased 18% a year, from SEK
4.69 per share to SEK 24.0S.

This is the result of a long-term
strategy, in which most of the strate-
gic investments have been in hygiene
products and packaging, concurrent
with a streamlining of the Group’s
other operations. The key milestones
include the acquisitions of the Reed-
pack packaging company in 1990,
the German-based PWA packaging
and hygiene company in 1995,
some 30 smaller acquisitions during
1997-2001 and the North American
acquisitions made in 2001, as well
as the divestments of Bakab in 1992
and the fine papers business in 2000.

The current structure, with hygiene
products, packaging and forest prod-
ucts, creates significant synergies, par-
ticularly through the common fiber
base. As much as 60% of the
Group’s fiber requirements are sup-
plied through SCA’s own forest hold-
ings and recovered paper collection.
This provides control over the supply
of raw material, permits integration
and promotes efficient internal utiliza-
tion of fiber raw material, which has a
positive impact on the Group’s logis-
£ics COStS.

Financial targets

In 1997, we clarified our financial tar-
gets with the help of the cash-flow-
based CVA model, which focuses on
creating shareholder value.

Among the targets then established
was that the total return on the SCA
share - that is, share price increase
and dividend - should result in dou-
bling of shareholder value every fifth
year. Profitability being one of the cor-




nerstones of our strategy, the require-
ment was set that cash flow from
current operations should grow by
at least 8-10% annually. All acqui-
sitions must fulfill our cash-flow
requirements and increase net earn-
ings within the first year.

Since 1997, the share price has
risen from SEK 130 to SEK 287,
which, combined with the dividend,
gives an annual total average return of
21%. Cash flow from current opera-
tions in the same period increased by
an average of 22% per year — that is,
considerably more than the Group’s
sustainable target.

The Group looks to the future

SCA’s overall goal is to generate
shareholder value, and its ongoing
objective is to double the value

to shareholders every fifth year.

SCA will reach this objective partly
through ongoing growth and partly
by improving the efficiency of current
operations.

The Group’s growth target, which
will be attained primarily via acquisi-
tions, is 8—10% annually. We plan to
expand primarily in Europe, and aims
to achieve market shares of 20-25%
in corrugated board packaging and
25-30% in tissue. In North America,
growth will take place both in pack-
aging, particularly the value-added
segments, and in tissue for the AFH
segment, as well as in incontinence
products.

The forest industry sector’s role
in internal supply of raw materials
will be further developed, since the
Group’s growth requires an increased
supply of raw materials. The relative
importance of fresh fiber is expected
to increase as a result of an active
product development aimed at func-
tion as well as quality. The position
of publication papers was improved
as a result of ongoing investments in
the SC and LWC area. The product
portfolio gains an increasingly higher
high-quality profile and competitive-
ness is improved continuously at the
Group’s three large publication paper
mills.

Outlook for 2002

Demand for the Group’s products in
Europe was relatively favorable during
2001 despite the fairly distinctive decline
in the general economy. Demand is
expected to remain favorable in 2002 for
the Group’s consumer-oriented products.
In other respects, the demand trend for
the industry-related products is more dif-
ficult to assess.

In North America, the general
recession during 2001 had a sig-
nificant impact on demand for the
Group’s packaging and tissue prod-
ucts. Prices were also under pressure.
However, the incontinence area
remained largely unaffected. During
the autumn the situation stabilized
and a certain, although moderate,
recovery occurred during the fourth
quarter. Any further weakening is not
expected. A potential recovery in the
US economy during the year should

Bo Rydin, Honorary Chairman

rapidly improve the demand situation
for these product areas.

Raw material costs and energy
costs are expected to remain stable in
early 2002.

New President

In conjunction with the Annual Gen-
eral Meeting on 11 April 2002, I will
be succeeded in the position of Presi-
dent and CEO by Jan Astrém. Jan
Astrém was appointed Executive Vice
President and Deputy CEO in autumn
2000 and prior to this he held

a number of executive positions in
partly or wholly owned SCA compa-
nies since 1993.

President and ZEO

“In conclusion, with regard to Bo Rydin's departure as Board Chairman,
| extend the thanks of the company’s Board and management.

Bo Rydin has dedicated a life’s work to SCA. During his 16 years as President and
CEOQ and 14 years as Board Chairman, the company has continually developed and
changed, which has resulted in a strong value growth for the company’s shareholders.
During this period, SCA has also been a secure workplace for the employees, despite
structural changes at time being very extensive. It was possible to carry out the
process of change in accord with the labor unions and with respect for the individual.

Bo Rydin’s commitment has been intense and he has always acted in the best
interests of SCA. The Board and management extend heartfelt thanks to Bo Rydin
for his efforts and express their appreciation for such rewarding cooperation. An
expression of this regard is that Bo Rydin is being named Honorary Chairman.”
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MARKETS AND PRODUCTION

PRODUCTS
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Largest in Europe in tissue segment (market share 19%,).
World leader in incontinence products (market share 25%j.
Tissue Third in North America in AFH tissue (market share 19%)

Baby diapers
Feminine hygiene products
Incontinence products

Second in Europe in fluff products (market share 18%).

Future expansion primarily in Western Europe and North America, but also in
Latin America, Central and Eastern Europe and Asia.

Total of 39 production plants in 21 countries in Europe, North America, Latin
America, Africa, Australia and Southeast Asia for production of fluff products and
a capacity of 1.6 million tons of tissue.

Corrugated board
Containerboard
Protective packaging
Packaging services

Market leader in the European corrugated board packaging market (market
share 14%). Number one in the Nordic region and number two in the rest of
Western Europe.

Second largest producer of containerboard in Europe (market share 14%).
Expansion mainly in Western Europe, North America and Southeast Asia.
Corrugated board is produced in 220 production plants in 28 countries, with a

total capacity of approximately 4.8 billion square meters per year. 2.4 million tons
of liner is produced in ten mills, situated in seven Eurapean countries.

LWC paper
SC paper
Newsprint
Pulp
Solid wood products
Timber
Forest fuel

One of the most profitable European producers of publication papers.

Main market is the Nordic region and rest of Western Europe, as well as Japan
for wood products.

Three paper mills in the UK, Sweden and Austria, with a total capacity of 1.5
milfion tons of publication papers, a pulp plant in Sweden, with a capacity of

0.5 million tons of pulp, three sawmills in Sweden, with a capacity of 710,000
cubic meters of solid wood products and 2.1 milfion hectares of forest land in
Sweden.

NET SALES BY PRODUCT GROUP 2001
(excl. intra-Group deliveries)

GROUP’S 12 LARGEST
MARKETS

Net sales 2001, SEK M

Pulo, timb Great Britain § b ] +9%;
'ulp, timber, : cume ry " —— H
solid wood products 5% Other 2% Germany}blmw Sieins il e JTRC
Usi ARG g +357%
Publication ! *, France +2%
paper 9% ; Consumer e AT +3%
" : products 256% Sweden o ?
Protective Italy +8%
packaging 4% Hygiene Products Netherlands +17% The US advanced from
increased its share H SCA's eighth largest
e +9% .
) of net sales from Denrmark| +°9/ 7 i market to third as a
’ 47% to 49% compa- Belgium BT +27% : result of the acquisitions in
- l ! . red with 2000. Spain +12% : North Ametica. (Percenta-
R ~~ AFH and incontinence N o ; P
. o Austria == +5% : ges indicate change from
Packaging 31% | products 24% Norway H 4% : preceding vear.)

*Corrugated board and liner.
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SCA shall offer its customers high-quality, customized hygiene products, packaging

solutions and publication paper. The company focuses on growth combined with

solid profitability and limited risk.

Growth is primarily within Hygiene
Products and Packaging. Profitability
is ensured through continually
improving efficiency, the utilization

of synergies within the Group, and
through a larger proportion of value-
added processed products and services
in SCA’s product portfolio.

Business concept

SCA sells hygiene products, packaging
solutions and publication paper. Based
on knowledge of end-users’ needs,
and of the properties of the fiber
material, SCA offers high-quality
products and services. The products
designed for private individuals shall
add to the quality of life; SCA’s prod-
ucts and service for institutions and

CASH FLOW TARGET
1997-2001

100:7‘? ........................................ }

38% 22%

80
60
40

20

1997 2001

83 Hygiene Products and Packaging
Forest Products

The chart shows the distribution

of cash flow targets. Hygiene Prod-
ucts and Packaging account for an
increasingly greater share.

Hygiene Products
and Packaging

companies shall offer increased prod-
uct quality, safety, productivity and
profitability.

Targets

SCA’s overall target is to create value
for its shareholders. This is accom-
plished based on the principle that the
value of the company is determined
by the future cash flows that the com-
pany generates and by the level of risk
in the business. Future cash flows, in
turn, are a function of profitability
and growth.

Profitable growth

During 2001 SCA generated a cash
flow from current operations (cash
flow available for strategic invest-

STRATEGIC INVESTMENTS
1997~-2001

é}°& mmiOther strategic

Products ‘investments

80
60!
{Acquisitions

40

20

Business Type of
area investment

Between 1897 and 2001, 90% of stra-
tegic investments were carried out
within Hygiene Products and Packag-
ing. Acquisitions accounted for 77% of
investments during this period.

ments and dividends) amounting to
SEK 11,249 M. Since 1997 the cash
flow has increased, on average, by
22% vper year. Growth and profit-
ability are important components in
SCA’s strategy to ensure that the cash
flow will continue to grow.

SCA is growing both organically
and through acquisitions. Expansion
is taking place primarily in Hygiene
Products and Packaging.

Tissue and incontinence products
for adults have special priority as
growth areas in Hygiene Products.
The European market for tissue is
undergoing a process of consolida-
tion, which offers SCA favorable
opportunities to grow through acqui-
sitions. Since 1996 SCA’s share of
this market has increased from 17
to 19%, mainly as a result of acqui-
sitions. The objective is to increase
the market share to approximately
25-30%.

Continued expansion in Europe
will focus mainly on Southern and
Eastern Europe. Concurrently, pri-
ority is also being assigned to the
large and well-consolidated North
American tissue market, in which
SCA, after its acquisition of Geor-
gia-Pacific Tissue at the beginning of
2001 and Encore at year-end, sees
potentials for further supplementary
acquisitions, primarily in the AFH
segment.

The world market for incontinence
products is growing rapidly. As the
global leader in this market, SCA
intends to contribute actively to its




PROFITABILITY

- in existing operations

GROWTH

- prioritized product areas
- new markets

LOW RISK

C SeA's STRATESY Q

growth through product development
and new capacity. SCA also intends
to increase its presence in the North
American market for incontinence
products.

The European supplier structure
for corrugated board packaging is rel-
atively fragmented, which gives SCA
an opportunity to acquire small and
medium-size companies. Since 1997
SCA’s market share for packaging
has grown from 12% to 14%, pre-
dominantly through acquisitions. The
objective is to achieve a market share
of 20 to 25%. SCA wants to grow
primarily in the more value-added
segments of the packaging market,
such as heavy duty packaging, protec-
tive packaging and high-quality print.
In addition, the company plans to
strengthen its offerings of services,
such as design, logistics and distribu-
tion.

Forest Products will maintain its
market shares in Europe in publica-
tion papers and secure the Group’s
growing raw material needs. The busi-
ness area is producing a substantial
cash flow for its own development as
well as for other expansion within the
Group.

Consolidation of the European cor-
rugated board and tissue markets, in
which SCA is playing an active role,
facilitates an improved production
and marketing structure that should
lead to a successive improvement in
profitability in these markets.

SCA’s concentration on more value-
added products is contributing to

~ rebalancing to less
cyclical operations

improved profitability since these prod-
ucts in general have higher margins and
show greater growth. This is taking
place in Hygiene Products, in part as
the result of a sharper focus on research
and development that is designed to
vield even higher-quality products. The
profitability in Packaging is improving
as a result of the fact that growth is
taking place mainly in the more value-
added segments, and by offering cus-
tomers more service and complete logis-
tics and packaging solutions.

Synergies
The common fiber base constitutes an
important resource for all the business
areas. Some 49% of the virgin fiber
consumed in the Group is supplied by
SCA’s own forest holdings. This situa-
tion results in control of raw material
costs and facilitates an efficient inte-
gration in raw material supply. SCA
consumes approximately 3.8 million
tons of recovered paper per year, of
which Packaging accounts for around
57%, Hygiene Products 27% and
Forest Products 16%. Because the col-
lecting, procurement and processing is
done jointly through SCA Recycling,
substantial synergies are gained. Cen-
tralized research and development,
joint procurement of energy, and the
coordination of logistics are addi-
tional examples of fields in which
important synergies can be utilized,
Strong cash flows from the Group’s
forest products are enabling more
rapid growth in Hygiene Products and
Packaging than would otherwise be

possible. Since 1997, Forest Products
has contributed with an operating
cash flow of approximately SEK 9
billion that has largely been invested
for purposes of expansion in Hygiene
Products and Packaging. Strong SCA
cash flows also offer greater possi-
bilities to take advantage of unique
acquisition opportunities, regardless
of the capital market situation.

Low risk
The traditional forest products indus-
try is highly cyclical. The fluctuation
between good profitability in pros-
perous times and weak profitability
during recessions results in high risk
in the business. This has created uncer-
tainty for the shareholders with respect
to the trend of future cash flows. To
reduce the level of risk in its opera-
tions, SCA focuses its growth on the
sector’s less cyclical business segments.
SCA’s work to consolidate the
European tissue and corrugated board
markets is contributing to a more
stable trend in these markets. SCA has
substantial experience in both evaluat-
ing potential acquisitions as well as
implementing and integrating acquisi-
tions that have been made with exist-
ing operations. To minimize risk in
connection with the establishment of
operations in new markets, SCA often
works with local entrepreneurs who
know the markets well, while SCA
provides product concepts and techni-
cal know-how.
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SCA’s overall goal is to provide shareholders with good growth in value and a rising

dividend. Financial evaluation of both current operations and strategic development is

measured based on cash flow.

Measuring profitability

To steer investment resources to the
projects that generate the highest
yvields, SCA must have a good
understanding of which operations
are profitable and therefore fulfill

the Group’s profitability requirements.
This requires a clear definition of

the return requirement that should be
placed on investments.

SCA uses cash flow to measure
profitability. Cash flow from current
operations (cash flow available for
strategic investments and dividends
after operating expenses, interest and
taxes are paid) is a good measure
of the profitability of investments. In
contrast to accounting-based profit-
ability measures (return on capital
employed, return on shareholders’
equity, etc.), measurement based on
cash flow is not affected by deprecia-
tion, costs accruals or other account-
ing adjustments. Measurement based
on cash flow also takes current capital
expenditures into account, which in
turn affect cash flow from current
operations.

Return requirements on shareholders’
equity and borrowed capital

SCA’s return requirements are based
on the capital market’s return require-
ment on an investment in SCA shares.
This is determined as follows: All
investors demand a return that at
least is comparable to the return

they would receive from, in principle,
risk-free government bonds. At the
beginning of 2002, the return on
10-year Swedish government bonds

was 5.2%. Moreover, the investor
demands a risk premium for the

risk they take in investing in SCA
shares. Based on the long-term his-
torical return on the stock market,
and taking into account SCA’s risk
profile, this risk premium is estimated
at 4.4%. This results in a return
requirement for the SCA share of
about 9.6%.

The shareholders are not the only
interest group that contributes capital.
Banks and other financial institutions
also demand a return on their lending
in the form of interest. Debt in rela-
tion to the funds from shareholders is
designated debt/equity ratio. It plays a
key role for the return to shareholders
in a company.

The return requirement on SCA’s
debt-financed capital is calculated
based on the return on risk-free
10-year government bonds, currently
5.2% in Sweden, and an estimated
SCA-specific risk premium of 1.1%,
resulting in a return requirement on
borrowed funds of 6.3%. However,
since interest expenses reduce the
profit on which taxes are paid, in real-
ity the cost after tax is lower. With
a standard corporate income of 28 %,
the return requirement after tax is
reduced to 4,5%.

Weighted return

Since SCA’s long-term goal is that
about 40% of the Group’s capital
should be financed through loans (cor-
responding to a debt/equity ratio of
0.7) the Group’s weighted average
cost of capital (WACC) and thus its

basic return requirement amounts to
7.5%. This means that all investments
must generate a free cash flow (cash
flow after payment of all operating
expenses and taxes but before interest
expenses) of at least 7.5% on the ini-
tial investment to be profitable. (This
applies primarily in Sweden. Other
borrowing expenses and tax rates
affect return requirements in other
countries. )

The current debt/equity goal of a
multiple of 0.7 was chosen taking into
consideration the cyclical nature of
SCA’s operations. A less cyclical prod-
uct portfolio can provide SCA the
possibility of increasing debt. During
the past five years, SCA’s debt/equity
ratio has varied between 0.39 and
1.0S.

Strategic investments

All of SCA’s strategic investments
{expansion investments in machinery
and plants or company acquisitions)
are evaluated in accordance with
SCA’s cash-flow based control model,
Cash Value Added (CVA), which
means that these investments must
generate a return that covers the cap-
ital cost. The future cash flow of
each investment is calculated and dis-
counted based on the return require-
ment. This provides a present value
for the future cash flow, If the present
value is higher than the expenditure
for the investment (that is, the price
of the company to be acquired or the
cost of the plant to be built), then the
investment is value-creating.




Cash-flow objectives

Based on the return on historical
investments and the return require-
ment on new strategic investments,
SCA has established cash-flow targets
for the business areas as well as the
Group as a whole. The Group’s target
is expressed as cash flow from current
operations, that is, the flow after inter-
est expenses and tax, and is deter-
mined by adjusting the year-earlier
target without taking into account the
prevailing economy. This so-called sus-
tainable cash-flow target was SEK 5.9
billion at year-end 2001. The goal at
the beginning of the year was SEK

4.8 billion, which was successively
increased by a total of SEK 1.1 billion
as a result of strategic investments,
during the year of SEK 15.5 billion. In
setting the target for 2002, adjustment
was made for inflation and the origi-
nally projected full-year effect of stra-
tegic investments, resulting in a target
of SEK 6.2 billion at the beginning

of 2002. The effect of the strategic
investments that may be carried out
during 2002 will be successively added
to this figure. The year’s targets for
return on capital employed and share-
holders’ equity, which are 12 and 10%
respectively for 2002, are also derived
from the cash flow target.

Incentive program

SCA’s incentive program is designed
in accordance with the company’s
objective to create value for share-
holders. The incentive program for
senior executives features two com-
ponents: fulfilling cash flow targets

based on strategic investments and the
return demand on these as well as the
price performance of the SCA share.

Dividend

Shareholders’ return requirements are
met through dividends and the growth
in the value of SCA shares. Under
normal circumstances, over a business
cycle about one-third of cash flow
from current operations (after interest
expenses and taxes) is used for a divi-
dend (direct return) and two-thirds for
value-generating strategic investments.
In addition to self-financing from cash
flow from current operations scope

KEY RATIOS AND FINANCIAL GOALS*

for further strategic investments is
created through additional borrowing
capacity at the same level of debt/
equity ratio. The current situation, with
favorable prospects for acquisitions
within Hygiene Products and Packag-
ing, means that a major portion of cash
flow will continue to be reinvested in
these two business areas.

If, over the long term, the cash
flow from current operations exceeds
the amount the company can place
in profitable strategic investments, the
fund will be returned to the share-
holders, through a higher dividend
portion or repurchase of own shares.

Average
result

Result

Reg.?

Cash flow from current operations

Result (SEK bn) 4.9
Sustainable requirement (SEK bn) 3.0
Requirement increase (%/yr) -8
Result/Requirement (%) 162

7 19 16 34 19 5

134 176 152 191 163 -
Average

Resuit result Req.!

Rates of return

Capital employed (%) 12

Shareholders’ equity (%) ) 12

Financial measurements

Debt/equity ratio (muitiple) 0.9

Market-adjusted debt/

equity ratio (multiple) 0.6
_Debt payment capacity (%) 3

' At beginning of 2002.
2 Incl. nonrecurring items of SEK 400 M.

14 12 18 14 14 12
13 12 20 13 14 10
0.8 0.7 0.4 0.5 0.7 0,7

0.7 0.4 0.3 0.4 0.5 -

82 33 49 51 39 35

* See page 71 for definitions of key ratics.

3 The key ratio is reported from 1997, the first year for which a cash-flow requirement was established.

* Incl. nonrecurring items of SEK 2,031 M.
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Public trading in SCA shares

At

year-end, there were 232 million

SCA shares outstanding, of which
80% were B shares, with one vote

per
10

share, and 20% A shares, with
votes per share. Convertible deben-

tures and options correspond to a fur-

the

r three million B shares. Assuming

full conversion or exercise, the total
number of shares would amount to
235 million. SCA’s Annual General
Meeting in 1999 authorized the hold-

ers

of A shares to convert these shares

to B shares.

on

SCA shares are listed and traded
the Stockholm Exchange. Trading

is also carried out on the London
Exchange and in the US, in the form of
American Depositary Receipts. In addi-
tion to those indexes linked directly to

the

Stockholm and London exchanges,

SCA is included in such other indexes
as the Dow Jones Stoxx Index,
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the Dow Jones Sustainability Group
Indexes and the MSCI Eurotop 300
{Morgan Stanley Company Index).

The volume of trading in SCA
shares on the Stockholm and London
exchanges in 2001 rose to 277 million
shares (237), corresponding to a value
of approximately SEK 64 billion (47).
During the year, SCA shares with an
average value of SEK 170 M (110)
were traded daily on the Stockholm
Exchange. The Stockholm Exchange
accounted for 69% (635) of the total
value of trading in 2001.

Price performance in 2001

The price of the SCA B share rose 43%
in 2001, The last-paid price at year-end
2001 on the Stockholm Exchange was
SEK 287 (200.50). This price corre-
sponds to a market capitalization of
about SEK 67 billion (47). On 27
December, the last paid price for the

PRICE TREND AND SHARE TRADING

Price trend, SEK

Share trading, million shares

.
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1 London

The price performance of the SCA shars was favorable during 2001, rising 43% to
SEK 287. During the same period, the Affarsvariden General Index fell 17%.

INTERNATIONAL STOCK MARKET REVIEW

g Vn»izmbﬁ:per;cent = :

SCA B share was SFK 290, an all-time-

high for the last paid price to date.
SCA's share price can be monitored

daily at www.sca.com, where it is

also possible to compare the perfor-

mance of the SCA share with the most

important competitors.

ADR program in the US and trading in
London

In order to make the SCA share more
readily available to American inves-
tors, SCA established a Level 1 ADR
Program in the U.S. in December
1995. This means that B shares are
available as depositary receipts in
the U.S. without any formal stock
exchange registration.

As of 1994, SCA shares are traded
OTC at the London Exchange. In
2001, 87 million (81) SCA shares
were traded on the London Exchange,
corresponding to a value of about
SEK 20 billion (16).

‘Chamge in: 2001, perce{m =1

Exchange Index Paper/Forest Index
- Stockholm Affarsvariden -17 Afférsvériden Forest 32
i Helsinki HEX Portfolio 22 HEX-Forest Index 6
London FTSE-100 —16
New York  S&P 500 Composite ~13 S&P Paper & Forest 0




DATA PER SHARE

All earnings figures include nonrecurring items. Historical data adjusted for new issues in 2001 and 1998.

Earnings per share after full tax:
After dilution effects
Before dilution effects
Quotation for Class B shares:
Average quotation
Year-end quotation
Cash flow from current operations '
Dividend
Dividend growth rate, %32
Direct return, % v »
P/E ratio*
Price/EBIT®
Beta value ®
Pay-out ratio after dilution effects, %
Shareholders’ equity after dilution effects
Shareholders’ equity before dilution effects
Average number of shares after dilution effects (in millions)
Number of registeréd shares, 31 December (in millions)
Number of shares after full conversion (in millions)

' See definitions of key ratios on page 71.

2 Board proposal.

2 Five-year rolling total,

“ Year-end quotation divided by earnings per share after full tax and dilution effects.

SCA’s TEN LARGEST SHAREHOLDERS

According to the VPC official share register for directly-registered and trustee-registered
shareholders, as of 28 December 2001, the following companies, foundations and mutual
funds were the ten largest registered shareholders based on voting rights’. Approximately
63% (67) of the share capital was owned by Swedish institutions and about 26% (21) by
foreign owners.

18,982,000

AB Industrivdrden

189,820,000 29 8
Svenska Handelsbanken? 82,677,308 13 15,186,209 7
SEB? 46,257,355 7 11,260,585 5
Investment AB Oresund 20,000,000 3 2,000,000 1
Fjarde AP-Fonden 17,877,809 3 4,985,309 2
AMF Pensionsfdrsakring AB 17,062,240 3 15,675,124 7
Liviérsakr.bolaget Skandia? 16,655,778 3 5,913,900 3
Tredje AP-fonden 14,759,288 2 2,946,788 1
Andra AP-fonden 12,792,633 2 3,131,691 1
Nordea? 12,047,551 2 10,830,906 5

' Before dilution.
2 Including funds and foundations.

24.05 30.64 16.73 16.03 13.11
24.18 30.82 16.82 16.05 13.11
230.31 195.44 201.07 178.12 158.56
287.00 199.10 250.24 165.92 167.32
48.38 28.49 31.23 18.36 23.00
8.752 7.75 6.80 6.14 543
12 12 14 14 13

3.0 3.9 27 3.7 3.2

12 6 15 10 13

10 8 12 9 1
0.44 0.62 0.79 0.94 0.93
362 25 40 38 41

198 1717 158 135 17
200 1737 148 144 125
2325 233.5 215.8 4 2111 210.8
232.2 230.4 230.3 197.4 187.4
234.2 234.9 235.0 213.7 210.8

5 Market value plus net debt and minority interest divided by operating profit. (EBIT =
earnings beforg interest and taxes).
® Change in share price compared with overall market {based on 48-month roliing total).

7 Balance sheet for 2000 is adjusted for effects of changes in accounting principles, in
accordance with RRS and RR9,

PERCENT OF FOREIGN OWNERSHIP

20% 24% 25% 21% 26%

OWNERSHIP STRUCTURE

8,159,399 3.51 55,264 78.77 19,652,355 3.03

1-500

501-1,000 5,417,263 2.33 7,218 10.29 12,926,034 2.01
1,001-2,000 5,713,267 2.46 4,018 573 14,689,147 2.28
2,001-5,000 6,717,862 2.89 2,171 3.09 16,522,390 2.56
5,001-10,000 4,503,549 1.84 626 0.89 8,731,767 1.36
10,001-20,000 4,174,427 1.80 291 041 7,335281 1.14
20,001-50,000 7,101,960 3.06 230 0.33 11,513,238 1.79
50,001-100,000 7,823,156 3.37 112 016 12,870,481 2.00
100,001~ 182,590,682 78.63 226 0.32 540,144,995 83.84
Total 232,201,555 70,156 644,285,698

Source: VPC AB
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Hygiene Products

Earnings improved significantly in all product areas. In North
America, extensive integration efforts followed the acquisition
of Georgia-Pacific Tissue.

Net sales 40,797 50 31,040

. Consumer products
Operating cash surplus 6,622 43 4,461 AFH and Incontinence
ghang‘: in VYt"’lking capital 1,405 =718 products 19,843 12,667 7,048
urrent capi
exp:nditauprez, net -1,139 33 —645 Total 40,797 31,040 15,069
Other operating cash * Excluding employees in joint-venture companies and staff functions.
flow changes -146 -74
Operating cash flow 6,742 47 3,023
Operating profit 4,473 43 2,909 Tissue
Operating margin (%) 11 9 Consumer products 696,600 707,200 -1
Capital employed 26,374 39 18,066 AFH products 586,700 275,700 113
Return (%) 17 16
Strategic investments Production capacities shown on page 79,
- plants 549 37 891
- restructuring expenses 449 59 299
-~ comparny acquisitions 9,493 71 446
Average no. of employees 17,667 42 15,566
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Extensive work was carried out during 2001 to integrate the North American acquisitions. One of every three table napkins sold

NET SALES AND
OPERATING PROFIT

[ Net sales, SEKM
== Qperating profit, SEK M

Operating profit rose 54% to
SEK 4,473 M.

7,000

6,000

5,000

4,000

3,000

2,000

1,000

OPERATING
CASH FLOW

Operating cash flow

amounted to SEK 6,742 M.

in the North American AFH market is now produced by SCA.

KEY MARKET
SHARES

AFH tissue, Europe

AFH tissue, North America
Incontinence products, worldwide
Consumer tissue, Europe

Feminine hygiene products, Europe
Baby diapers, Europe

The acquisitions of Georgia-Pacific Tissue and Encore

18
19
25
19
10
13

made SCA the third-largest company on the North Ameri-

can AFH market.
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. Feminine hygiene

SCA is one of Europe’s leading sup-
pliers of tissue and fluff products,
with development, manufacturing and
sales. SCA is the world leader in
incontinence products, market leader
in Europe and the third-largest sup-
plier of tissue to the American Away-
From-Home (AFH) market.

SCA’s home market is Europe,
where the Group has a base with both
strong regional proprietary brands as
well as a position as the leading
producer of retailers’ own brands.
During the year, SCA achieved a
strategic breakthrough in North
America through the acquisition of
Georgia-Pacific’s AFH operations.
SCA acquired the Serenity inconti-
nence brand from Johnson&Johnson
already in 2000. Combined, these
two acquisitions have created a strong
platform for further organic growth
and complementary acquisitions in
North America. SCA invests continu-
ously in developing the incontinence
division’s global world-leading posi-
tion through product innovations and
expansion in new and existing mar-
kets. In cooperation with local part-
ners, SCA becomes established on
new markets worldwide.

The hygiene products market is
highly competitive and SCA focuses

SCA’s PRODUCT PORTFOLIO

Tissue

products 5% consumer 30%

Baby diapers 12%

Incontinence .
products 20% |

Tissue — AFH 33%

on reducing costs in the value chain
through continued consolidation and
rationalization.

In 2001, SCA’s sales of hygiene
products amounted to SEK 40,797 M,
of which 73% in Europe, 21% in
North America and 6% in the rest of
the world. Sales outside Europe rose
281%, largely as a result of the acqui-
sition of Georgia-Pacific Tissue.

Operating profit improved signifi-
cantly during 2001. With the excep-
tion of North America, market prices
were stable on a level higher than the
preceding year, while the cost of raw
materials gradually fell, from the peak
levels at the beginning of the year. Sales
volumes did not increase to any great
degree. However, as a result of a focus
on the value-added segments of the
market, the product mix improved.

Costs were reduced through better
capacity utilization and improved pro-
ductivity. Four tissue plants in Spain,
one in Sweden and one fluff plant in
Greece and the UK, respectively, were
shut down. This affected a total of
300 employees.

Market

Absorbent hygiene products include
tissue, baby diapers, feminine hygiene
products and incontinence products.

INCONTINENCE PRODUCTS
MARKET SHARES - THE WORLD

SCA 25%
Other 26%

; e Procter &

: / Gamble 3%

Unicharm 5% - e B
. / Kimberly-

: - Clark 1%

Paper Pak 7% Tyco/Kendall 12%

Hartmann 6% First Quality 5%

Tissue for the AFH market increased its share of SCA’s
product portfolio as a result of the North American acguisi-
tions.

SCA has strengthened its position as the world’s leading
supplier of incontinence products.

The products are sold through retail
outlets and to companies, industries,
hotels, restaurants, catering opera-
tions and institutions, as well as to
healthcare services.

The world market for absorbent
hygiene products is estimated at SEK
570 billion in manufacturing opera-
tions — about 40% of which is in
North America and slightly over 25%
in Europe.

SCA’s share of the market for
hygiene products amounts to 18% in
Europe and §% in North America.

Strategic investments
In March 2001, SCA purchased US-
based Georgia-Pacific’s tissue busi-
ness in the AFH segment, for SEK
8.3 billion. This opened the North
American tissue market, while con-
currently creating a platform for fur-
ther expansion within the AFH seg-
ment in the US. The acquisition
gave SCA national coverage in the
US, a 17% market share in the
AFH segment, and a strong position
as the third-largest player in the
AFH market, after Georgia-Pacific
and Kimberly-Clark.

In November 2001, SCA purchased
US-based Encore Paper Company, for
SEK 969 million. The company, which

MARKET SHARES IN EUROPE AND
NORTH AMERICA

Tissue AFH
SCA 19 19
Georgia-Pacific 14 39
Kimberly-Clark 18 27
Procter&Gamble 4 -

Fluff Inco

Procter8&Gamble 38 -
SCA 18 17
Kimberly-Clark 9 24
Tyco/Kendall - 29
Johnson&Johnsson 5 -

SCA is Europe's largest tissue producer, third in the North
American AFH market, second largest in the European fluff
market and largest in the world in incentinence products.




produces and converts paper and AFH
products, complements SCA’s tissue
operations in the US.

After the end of the fiscal year,
agreement was reached to acquire
Italian Cartolnvest, Europe’s fourth
largest tissue producer, which would
strengthen SCA’s position as Europe’s
leading producer of tissue.

AWAY FROM HOME (AFH)
Market
In the AFH market,
mainly tissue
products are sold to
companies in the
industrial, administra-
tion and service sectors,
hotels, restaurants and catering
(HoReCa), healthcare and other institu-
tions. The market consists of four prin-
cipal product areas: handwiping prod-
ucts, toilet tissue, napkins, and products
for wiping and cleaning in industry and
offices. Various types of hygienic dis-
pensing systems are also sold.

Total world consumption amounts
to five million tons, valued at SEK 88
billion, with about 50% of the volume
in North America and about 30%
in Europe. Per-capita consumption of
AFH products is twice as high in
North America as in Western Europe.

TISSUE AND FLUFF PRODUCTS
SALES BY CUSTOMER SEGMENT - EUROPE

Retail trade

Other customers 14% - brands 32%

Health care (inc!.
via pharmacies)
21%

N )

\ Retail trade
— Retail brands 33%

Retaller’s brands increased the share of sales while the
share of brand products declined.

Market growth amounts to about
3% annually in Europe and 2% in
North America. Growth is controlled
by economic factors such as industrial
production, and also by factors such
as increasing travel and the growing
trend of dining outside the home. The
market trend during 2001 was also
affected adversely by the weakening
global economy. The downturn was
intensified somewhat by the tragic
events of 11 September.

The products are distributed via
wholesalers and service companies, or
directly to individual customers. The
market is becoming more concen-
trated as customers become increas-
ingly international and require service
across national borders.

SCA’s strategy and market position
SCA is the third-largest player in the
global AFH market. In North Amer-
ica, after the Encore acquisition, the
market share is 19%. After the acqui-
sition of Georgia-Pacific Tissue, the
Tork brand was introduced to a
wider American customer base. One
of every three napkins in the North
American tissue market is produced
at an SCA facility. Integration work
within the newly formed AFH Divi-
sion was carried out successfully and

included product coordination, IT sys-
tems, costs and retention of custom-
ers. The integration process will be
completed in early 2002.

In Europe, SCA leads the market
together with Kimberly-Clark, each of
which has 18% of the market. SCA
not only offers tissue, but also com-
plete hygiene concepts to its custom-
ers in its overall profiling of the Tork
brand, such as “Hygiene at work”
and “Partners in your care” — two
projects to improve hand hygiene and
contribute to cost efficiency. SCA’s
wash-room concept includes hand
towels, toilet tissue and soap plus
matching paper dispensers. In addi-
tion, the Tork range includes facial
tissue and table napkins, as well
as products for wiping and cleaning
applications in industry.

In 2001, a new hand-towel series,
Tork Comfort, was launched, to
strengthen SCA’s market-leading posi-
tion in hand towels in Europe.

The high-quality hand-towels are
manufactured using TAD technology
(Through Air Dried) and developed
to meet high standards of hygiene.
The products strengthen SCA’s posi-
tion in hygiene-sensitive areas such as
the food industry and healthcare.

ANNUAL PER CAPITA CONSUMPTION OF

HYGIENE PRODUCTS
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Less-developed countries consume feminine hygiene products and tissue products first. As living standards rise, consump-

tion of baby diapers begin foilowed by incontinence products.
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Tena is the world’s largest brand in the incontinence area. The brand platform is global and comprises product specifications,
packaging design and marketing communications.

INCONTINENCE PRODUCTS
Market
Incontinence products are
used for protection against
mild and more serious
incontinence problems, a
condition that afflicts 5-7%
of the world’s population. The
demand for these products is grow-
ing, as the populations of many coun-
tries become increasingly older and
through increased market penetration.

Incontinence products include
everything from adult diapers used in
nursing homes to extremely thin pro-
tective pads marketed to consumers
through retail outlets. Home users can
also purchase the products in pharma-
cies or have them delivered directly to
their homes.

The global market is estimated at
SEK 38 billion, with 37% of sales
in North America, 39% in Europe
and 18% in Asia. Average growth is

\\‘ S

5% per year, with the fastest growth

_———__in the retail sector. Demographics,

™\ innovation and brand-building
.\ as well as the availability
of the products in the retail
sector drive market growth.
The transition from an insti-
tutionally-oriented business to a
consumer- and retailer-oriented oper-
ation with an international base also
contributes.

SCA's strategy and market positiocn
SCA is the world leader in inconti-
nence products, with a total market
share of 25%. In Europe, the market
share is 42%, while in North America
the Group is the third-largest player,
with a market share of 17%.

The products are marketed under
the Tena brand name, and nowadays
can be purchased in retail outlets
throughout continental Europe,
North America, Mexico and Colom-

bia, as well as Southeast Asia

and Australia. In North America,

the Serenity brand, which was
acquired by SCA in 2000 from
Johnson&Johnson, has been vitalized
by means of extensive advertising
campaigns. During the year, the
launch of Serenity Slender was well
received. Serenity Slender is intended
for women with bladder control prob-
lems for which ordinary sanitary
pads are inadequate and traditional
incontinence products too bulky. The
Serenity brand will gradually be inte-
grated with Tena, SCA’s global incon-
tinence brand.

In Europe, the launch of Tena pants
continued, and during the year the
products were also introduced to the
American market. In Japan and other
Asian markets, the market share of
Tena products grew as a result of new
product launches. SCA’s market posi-
tion was also strengthened in Mexico.




SCA achieved a turnaround in the baby diaper segment. The Libero brand is the market leader in the Nordic countries and SCA is
the largest supplier in Europe of diapers sold under retailers’ brands.

It is SCA’s strategy to continue
to offer new and improved products
for all segments of the incontinence
market. The fastest growth is taking
place in the segment for milder incon-
tinence problems, in which SCA’s
Tena Lady is showing sharp growth
worldwide. In 2001, sales launched
in retail outlets in Mexico, Taiwan,
Canada and Germany were well
received by both customers and con-
sumers.

BRIEF FACTS, AFH AND INCONTINENCE
PRODUCTS

Net sales, SEK M 19,843

12,667

Operating surplus, SEK M 3,187 1,968
Operating profit, SEK M 2,204 1,515
Gross margin, % 16 16
Operating margin, % 11 12
Volume“tfend, %1 ' 453 6.9
Average no. of empldyees T 7,048 3,811

' Gompared with corresponding period previous year.

BABY DIAPERS

Market

The European market
for baby diapers is
valued at SEK 33 bil-
lion. Open diapers are
growing about 2% a year
in Western Europe, while in

Central and Eastern Europe the market
is growing 4% a year. The pant

diaper segment, which comprises 5%
of the market, is showing strong
annual growth of 16%. While growth
is determined by the number of infants
between the ages of 0 and 30 months,
in less well-developed markets such as
Central and Eastern Europe it is also
influenced by the ongoing transition
from cloth diapers to disposable dia-
pers.

Retailers’ brands comprise a large
portion of the market in some coun-
tries. In Germany, France, the Nether-
lands and Switzerland, this portion

amounts to 30-50%, whereas in'mar-
kets such as Iraly, the Nordic coun-
tries, Central and Eastern Europe,
it amounts to only 10% or
/ less. Retailers’ brands are growing
substantially in Southern Europe,
however.

SCA’s strategy and market position
SCA is the third-largest player in
Europe after Procter& Gamble and
Kimberly-Clark, with a market share
of 13%. SCA is the largest supplier
of quality products for retailers’ own
brands, which accounts for almost
half of SCA’s sales. The 1.5 billion
baby diapers delivered in 2001 rep-
resents a three-fold increase in sales
under retailers’ own brands over the
past four years.

The Libero brand increased its
market share to a record level in the
Nordic countries, 56%. An ambitious
marketing program including prize-
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winning television commercials and
advertisements was a key factor in
Libero’s success. Another is that since
the mid-1990s SCA introduced new
production technology, increased the
pace of innovation and change market-
ing strategy, which transformed baby
diapers from a declining business into
a solidly profitable product area.

Diapers for the smallest infants
were improved in fit and comfort.
Growth was favorable in the pant
diaper segment, where Up&Go has
over 50% of the European market,
The pant diaper range was increased
by the addition of a new size and a
new system for easy removal of the
used diaper.

In the Nordic countries and East-
ern Europe, SCA continues to focus
mainly on brand-name products and
on the rapidly growing pant diaper
segment. SCA plans to further develop
its strong position in retailers’ brands
in the pan-European market.

FEMININE MYGIENE PRODUCTS
Market

The product area con-
sists of sanitary pads,
panty liners and tam- |
pons, and the world &
market is valued at

SEK 735 billion. In
Europe, the distribution is
60% pads and 20% each for

panty liners and tampons. The market
is fairly stable — however, panty liners
show growth of about 7%. Generally,
brand loyalty is high among consum-
ers of feminine hygiene products.

SCA’s strategy and market position
With 10% of the market, SCA is
the third-largest player in Europe
after Procter&Gamble and John-
son&Johnson.

Libresse is SCA’s umbrella brand
within feminine hygiene products,

20

with strong positions in the Nordic
countries, the Netherlands, UK and
France. Outside Europe, SCA holds

a leading position through joint-
venture companies in Latin America,
South Africa and Australia. Half of
SCA’s feminine hygiene products are
sold through joint-venture companies.
During the year, SCA’s and Copamex’s
jointly owned Saba brand became the
market leader in Mexico, ahead of
brands marketed by Kimberly-Clark
and Procter & Gamble.

The launch of Libresse Complete
2inl, the first combined product for
sanitary pads and panty liners, was
well received by the market. The
market introduction of the Libresse
String Pantyliner during the year was
highly successful in all core markets.
In 2002, SCA will launch Libresse
Micro, the world’s smallest panty
liner, for the rapidly growing panty
liner segment,

CONSUMER TISSUE
Market
Every vear, the world’s
manufacturers pro-
duce about 14
million tons of
consumer tissue,
valued at SEK 230
billion, and Europe
accounts for 25% of that market.
The European market grew 3% in
volume and 6% in value in 2001,
largely because consumers increas-
ingly demand value-added, high-qual-
ity products.

The market is dominated by retail-
ers’ own brands, which account for
60% of the volume and 55% of the
value in Europe. Certain markets, such
as Germany, the Netherlands, France
and Spain, have a high percentage of
retailers’ brands, whereas in others,
such as the Nordic countries, brand-
name products are dominant,
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SCA’s strategy and market position
SCA is the market leader in Europe,
with 19%, followed by Kimberly-
Clark with 18% and Georgia-Pacific
with 16%. In brand-name products,
SCA has a strong position in Ger-
many and Austria with Zewa, in
Scandinavia with Edet, and in the UK
with Velvet. SCA is also the largest
European supplier of retailers’ brands,
with strong positions in most mar-
kets. SCA’s expertise in brand build-
ing is utilized in developing coopera-
tion with key customers and support-
ing them in the development of pow-
erful proprietary brands of their own.
SCA offers increasingly developed
products, creating conditions for
higher profitability and market shares.
New toilet-tissue products were
launched in both the brand-name seg-
ment and the retail-brand segment, A
new household towel concept involv-
ing folded single sheets was also
launched. The paper is produced with
TAD (Through Air Dried) technology
and marketed under the Edet and
Zewa brands name. SCA entered the
fast-growing box segment in han-
kies, a product that adds conve-
nience for consumers. A new prod-
uct system was also launched in the
facial tissue segment.

BRIEF FACTS, CONSUMER PRODUCTS

(baby diapers, feminine hygiene products and consumer

tissue)

Net sales, SEK M 18,373

20,954
Operating surplus, SEK M 3,445 2,483
Operating profit, SEK M 2,269 1,394
Gross margin, % 16 14

Operating margin, % 1 8
Volume trend, %’ 1.5 1.1
Average no. of employees 8,021 8,854

' Compared with corresponding period previous year.
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SCA builds strong

Today’s consumers have a growing
range of brands from which to
choose.

Building a long-term brand rela-
tionship with the consumer is a com-
plex process and requires investment,
not only in advertising, but in every-
thing from product and packaging
development to understanding con-
sumer behavior.

There used to be a distinction
between brand names and retailers’
own brands - that is, private labels
— the latter consisting of traditional
low-price products attracting minimal
brand loyalty. This has changed in
the past few years, as retailers’ brands
have acquired the high quality and
brand awareness associated with tra-
ditional brand names.

The increasingly international
retail chains cooperate with their sup-
pliers in creating brand capital. These
are the main reasons behind the
growth of the retailers’ brands in
Europe. A corresponding trend is also
discerned in North America.

RETAILERS’ BRANDS, SHARE OF TOTAL
MARKET FOR HYGIENE PRODUCTS IN EUROPE
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Retailers' brands represent a major share
of the tissue and baby diaper segments,
while traditional brands are totally dominant
in the AFH, feminine hygiene and inconti-
nence segments.

SCA’s brand strategy

SCA has a number of strong regional
brands in tissue and fluff products, as
well as brands with a truly global reach
in incontinence, feminine hygiene prod-
ucts and tissue. The aim is to strengthen
these brands to capture the leading posi-
tions in the various markets.

As a result of the consolidation
and internationalization of the retail
sector, particularly in Europe, retail-
ers’ own brands have become increas-
ingly significant. SCA’s international
presence and knowledge of brand-
building provides a solid platform for
further growth in partnership with
customers. Moreover, the company’s
cooperation with the major interna-
tional chains, such as Ahold, Carre-
four, Aldi and Metro is an opportu-
nity to develop these relationships and
in partnership with the customer opti-
mize the entire value chain. Profitabil-
ity of retailers’ brands is fully compa-
rable with own brands since the man-
ufacturer does not incur any market-
Ing expenses.

BABY DIAPERS - RETAILER’S BRANDS
SCA’s SALE IN EURQOPE

SCA's sales of baby diapers
under retailers' brands rose
sharply in recent years.
(1986=100)
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Brands in different product areas
Within SCA’s hygiene products opera-
tions, proliferation of retailers’ brands
is greatest in the consumer market,

in product areas corresponding to
major household expenses, such as
toilet paper and baby diapers. Here,
price sensitivity and brand-switching
are considerable. The products have
a high degree of maturity, and con-
sumers may select from a wide

range of brands. SCA commands a
leading position as supplier to retail-
ers’ brands throughout Europe in
tissue and baby diapers.

Products such as sanitary pads,
panty liners and incontinence prod-
ucts are less price-sensitive. Accord-
ingly, retailers’ brands are much less
prevalent in this area. These products
depend on quality and function, so
there is a high degree of consumer
loyalty. The market is also less pen-
etrated and developed. As a result,
industrial innovation combined with
investment in advertising broadens the
market, creating openings for new
brand-name products.

CONSOLIDATION OF THE RETAIL SECTOR
(TOP 3)

The US has a relativ